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Governors of the three major political parties have formed a united front to oppose the reduction
in funds for state governments in the 2002 budget proposed by President Vicente Fox Quesada's
administration. Fox presented a very austere budget to Congress in mid-November, citing the
economic downturn, lower oil prices, and a lack of tax reform (see SourceMex, 2001-11-14).
In the budget, Fox eliminated a line item for assistance to state governments (Programa de Apoyo y
Fortalecimiento a las Entidades Federativas, PAFEF). Federal funding for the PAFEF amounted to 13
billion pesos (US$1.4 billion) in 2001. The Fox budget also cut federal monetary support to states and
city governments under a program known as Ramo 33 by 5.2% in real terms from 2001. The program
consists of seven large funds devoted to social expenditures, including education. The budget cuts
affect states governed by all three major political parties.
Among the states most affected by the reduction in Ramo 33 funds are three governed by Fox's
Partido Accion Nacional (PAN): Nuevo Leon, Yucatan, and Baja California. Also on the list for cuts
are Mexico City, governed by the center-left Partido de la Revolucion Democratica (PRD), and
Mexico state, which is in the hands of the long-governing Partido Revolucionario (PRI). In contrast,
some poorer states like Chiapas, Oaxaca, Morelos, and Sinaloa would actually see an increase in
federal funds. Morelos is governed by the PAN, Sinaloa and Oaxaca by the PRI, and Chiapas by an
independent.

Governors lobby Congress to restore funding
The reductions in federal support for states and municipalities elicited a strong outcry from
governors and mayors from all the major political parties. Tlaxcala Gov. Alfonso Sanchez Anaya,
head of the PRD-led Asociacion Nacional de Gobernadores (ANAGO), said governors would form
blocs by political party to urge the Chamber of Deputies to make the necessary changes in the
budget to restore or even increase funds for the states. ANAGO governors have not been shy about
denouncing the reductions in funding for states. "The states are taking the brunt of the cuts in public
expenditures," said Zacatecas Gov. Ricardo Monreal.
"No state will be able to meet its social obligations without sufficient funds, and this is worrisome."
ANAGO has also opposed Fox's plan to extend the value- added tax (impuesto al valor agregado,
IVA) to basic foodstuffs, medicines, and books. The organization generally supports the PRD's
proposals to close tax loopholes and impose taxes on alcohol, tobacco, and luxury items. The PRD
believes that taxes on these items could raise close to 200 billion pesos (US$21.6 billion) annually for
the Mexican treasury.
PRI governors have also been vocal about the budget reductions for the states. "My hope is that
this budget proposal does not move forward," said PRI Gov. Rene Juarez of Guerrero state. "On
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the contrary, I hope that more funds are added to state allocations." Fox has received criticism from
members of his party who are concerned about the loss in revenues.
"This budget cuts allocations in areas that are important to our state, such as education, public
safety, and anti-poverty initiatives," said PAN Gov. Fernando Canales Clariond of Nuevo Leon.
Municipal governments from all three major parties have also joined forces to fight the reductions
in federal allocations to cities and to provide input into discussions on tax reform. "The municipal
governments want to be heard," said Francisco Rojas, the PAN mayor of Tuxtla Gutierrez in Chiapas
state. "We are convinced that the real changes in this country will come via the cities."
Rojas' statements were echoed by Acapulco Mayor Zeferino Torreblanca, a member of the PRD.
"We emphasize the need for the country's mayors to have a permanent voice in discussions with the
state and federal governments." States, cities seek greater tax-collection authority Some governors
and mayors also criticized the administration for not pairing the reduction in expenditures with
increased capabilities for states and cities to impose their own taxes.
"At present, the federal government collects 96% of all taxes, while states and local governments
only collect 2%," Monreal said at a conference in late August. "What we would like to do is to
gradually change this ratio." Some private analysts agree the system is in urgent need of change. "It
is more politically expedient for the federal government to attribute the deficiencies in providing
public services to a lack of federal resources than to the weakness in tax collection at the state and
local level," said a report from BBVA-Bancomer.
The governors and mayors have found a sympathetic ear in the Chamber of Deputies, gaining
a promise from all three parties to restore the funds Fox eliminated in his 2002 budget proposal.
"We will seek during the next several weeks to restore the programs and the line items that were
eliminated [in the Fox budget plan]," said PAN Deputy Francisco Cantu. The budget proposal
drafted by the PAN sets aside 2% of all revenues from the IVA for direct assistance to the states. In
addition, a plan by Deputies Miroslava Garcia of the PRD and Florentino Castro of the PRI would
make the PAFEF a permanent line item that cannot be eliminated.
The reduction in allocations to state and city governments is necessary because of the tight budget,
but also fits with the Fox administration's campaign to decentralize many federal functions and
transfer them to the states. As part of this campaign, federal authorities are working closely with
states on strategies to attract more investments and financing from the private sector, in what the
Fox administration has described as the "new federalism." "This is a crucial step in setting the
course for Mexican democracy and implementing the depth of changes needed by our country,"
Interior Secretary Santiago Creel recently told reporters.
But many governors and mayors are not convinced that the federal government is ready to make
the necessary changes to grant the financial and political autonomy to help them survive. "It's time
to start acting and stop talking about decentralization," said Canales Clariond. "This discussion
has been going on for more than 100 years." As part of its decentralization program, the federal
government in early October announced plans to transfer more control of agricultural assistance
programs involving marketing, temporary employment, and direct subsidies to state governments.
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This plan met immediate criticism at the state level. "They are converting the states into payment
windows, and this is not going to resolve anything," said Pedro de Leon Mojarro, secretary for
planning and regional development in Zacatecas state. [Note: Peso-dollar conversions in this article
are based on the Interbank rate in effect on Nov. 28, reported at 9.26 pesos per US$1.00] (Sources: El
Economista, 08/10/01, 08/30/01; La Cronica de Hoy, 08/14/01, 08/23/01, 09/13/01; Excelsior, 08/23/01,
09/13/01; La Jornada, 09/13/01; Novedades, 08/10/01, 08/22/01, 09/13/01, 11/16/01; CNI en Linea,
08/29/01, 09/23/01, 11/23/01; Notimex, 08/05/01, 08/06/01, 08/21/01, 11/15/01, 11/24/01; El Universal,
08/06/01, 08/22/01, 09/14/01, 11/26/01; Unomasuno, 11/16/01, 11/26/01; The News, Reuters, 11/26/01;
El Financiero, 08/08/01, 11/28/01; Reforma, 08/10/01, 08/21/01, 08/22/01, 08/23/01, 08/30/01, 10/09/01,
11/15/01, 11/16/01, 11/28/01; Milenio Diario, 10/04/01, 11/16/01, 11/28/01)
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